INTRODUCTION
Medicaid, in the decade just completed, underwent a transformation that ranged in its implementation from blindingly swift to almost gently subtle. In 1992, there were 2 million Medicaid beneficiaries in managed care; less than 10 years later, we would probably see 20 million enrollees in managed care but for the precipitous decline in the overall number of Medicaid beneficiaries due to a strong economy and the states' somewhat uneven implementation of welfare reform.
States have transformed Medicaid as we knew it. Unmanaged fee-for-service
Medicaid is a shadow of its former self, quietly receding from the scene except in the more remote rural regions or for special needs populations that are more difficult to serve, such as people with severe physical disabilities or rare and expensive diseases. The question now is, After all the early "sttirm and drang" associated with its implementation, is managed care itself going to recede slowly from the Medicaid scene? It certainly seems to be under considerable pressure in other quarters, most notably Medicare. If this is so, what will be left?
If Medicaid managed care were an experiment conducted in a petri dish, would we be looking for further mutations of this particular species? This paper examines the notion that the current mix of historical, economic, and political conditions is conducive to the emergence of new forms of more politically viable managed care, which we loosely label "recombinant health maintenance organi-zations (HMOs)." While Medicaid beneficiaries are unlikely to generate the levels of political backlash against managed care seen among Medicare and commercial populations, various other issues, including combinations of marketplace dynamo ics, enrollment declines, and pressures from the community with disabilities, will generate changes in Medicaid managed care as we have come to know it.
MEDICAID:

ON THE ROAD TO MANAGED CARE
The states that initially pursued managed care did so as a means of increasing access to care for Medicaid enrollees. But, in the early 1990s, cost control became a major driver for its expansion. While implementing managed care programs over the past decade, states have found that these programs also offered opportunities for improved access and quality of care and greater accountability. Although each state context is different, many states have found that managed care can 9 Increase access of beneficiaries to providers and offer the beneficiaries greater choice.
9 Create medical homes for Medicaid beneficiaries; reduce the inappropriate use of services, such as emergency and inpatient services; and increase primary and preventive care, such as prenatal care and more aggressive asthma care management.
9 Integrate care for persons with chronic illnesses and disabilities by managing individual high-cost cases and coordinating care across medical and social needs.
9 Introduce major improvements in the abilities of the states to measure outcomes and to provide accountability. Under managed care, states have access to more and better information about the care of their beneficiaries than under a fee-for-service system. 
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Medicaid managed care enrollment. Through such activities as supporting quick turnaround studies of emerging policy issues, identifying and shaping innovative purchasing practice, and investing in new models of managed care for special needs populations, CHCS has gained a window on many of the leading trends in state purchasing of Medicaid managed care.
PARTNERSHIP PAYS
As state purchasers place greater emphasis on quality, they are realizing that partnership pays. While early state Medicaid managed care contracts assumed *After approval of initial Section 1115 Medicaid waivers in these states, the Health Care Financing Administration evaluated the effectiveness of these programs. These evaluations focused on whether managed care had improved quality and access of care while remaining budget neutral. For those states with eligibility expansions, the evaluations also focused on whether the state expanded Medicaid coverage with savings from managed care implementation. are the involvement of consumers in the planning process and the integration of care and financing streams for people dependent on multiple public programs.
We believe that most states eventually will follow the lead of Arizona, Tennessee, Pennsylvania, Missouri, Oregon, Maryland, and others in extending managed care techniques into acute care for the disabled and, ultimately, long-term care
for Medicaid beneficiaries in need of those services.
STATE PURCHASER ADJUSTMENT TO AND SHAPING OF' THE MEDICAID MANAGED CARE MARKETPLACE
State purchasers are adjusting to and, indeed, beginning to shape the Medicaid managed care marketplace. Faced with growing uncertainty about the willingness of health plans to participate in Medicaid managed care, states also are experimenting with models of managed care that fall on a continuum somewhere between traditional fee-for-service medicine and full-risk capitation. Strategies being considered by states include 9 Enhanced primary care case management models, in which a provider is given a larger monthly case management fee than in the traditional PCCM model to ensure that greater attention is paid to both prevention and continuity of care.
9 Provider service organizations (PSOs), in which risk is accepted by a provider or a group of providers; these organizations operate similar to health plans, but may not be licensed as health plans by the state.
9 Chronic disease management (CDM), in which a state targets specific highcost/high-volume diseases (e.g., HIV/AIDS, heart failure, high-risk pregnancy) and contracts with vendors to design specific treatment programs for enrollees with these conditions. when one considers that state Medicaid agencies are often (1) the biggest single purchaser in many regions and (2) the most experienced purchaser of fully capitated managed care. Sophisticated state purchasers already are well ahead of most private purchasers in terms of using data for accountability purposes in managing contracts, setting rates, and assessing quality. 13
When it comes to purchasing managed care for populations with chronic illnesses and disabilities, Medicaid is almost by definition ahead of the pack.
The most widely cited model for special needs plans across the country, the Administrative services only arrangements seem to be growing in popularity within the behavioral managed care arena.
Flexibility in service delivery entails the capacity to meet both generic and specialized needs of beneficiaries. This may mean full-service plans with special subnetworks for special populations, just as some plans now use centers of excellence for specialized high-cost/high-intensity services. The subnetworks may complement or be the source of targeted disease management programs.
Again, if existing health plans are unresponsive, states may seek customized delivery systems by increasing the capacity of existing health care providers to incorporate desired components of quality care delivery. In many respects, state
Medicaid agencies could be creating models that have many elements commonly found in established HMOs, but these "recombinant HMOs" presumably will be able to respond to specific requirements and expectations of their Medicaid developers. It is also likely that experimentation with special need plans will continue on a parallel track, though such plans almost certainly will not be fullrisk ones given their inability to achieve economies of scale and scope due to the small sizes of the populations to be served. Full-risk programs in states without adequate rates are in serious jeopardy and are unlikely to survive in the long term. These states will have to redesign their managed care models or return to less-effective fee-for-service approaches.
Capacity to develop and accommodate innovation
A critical feature of states that have committed to sustaining adequate rates seems to be a corresponding investment in gathering performance-based data to assess the value of the products they are purchasing. Presumably, if states decide they are not getting value in their full-risk programs or if they find they are still paying more for the program than they can afford, they will want to build performance-based monitoring into their next generation of programs.
PCCM programs can support at least some measure of performance data collection and oversight, as can disease management or case management programs.
However, such a commitment by states should rule out a complete return to traditional fee-for-service systems because of its notorious deficiency in assigning accountability and measuring performance.
Willingness to give contractors flexibility and discretion to be innovative
The heightened attention to the contract between state agencies and health plans has been a mixed blessing. It has produced more accountability and made purchaser expectations and performance standards far more explicit. However, it also has taken on a role of a catchall document that has led many states to overload responsibilities out of proportion with payments or to attempt to remedy years of shortcomings in the Medicaid fee-for-service program by demanding that plans fix these problems immediately. The next generation of programs definitely will need strong, enforceable contracts that articulate responsibility clearly, irrespective of with whom states are contracting. It will be essential for the contracts not to be so demanding or overly prescriptive to deprive plan and model sponsors of the flexibility to maneuver in a turbulent marketplace or to develop new, nontraditional programs and initiatives to serve beneficiaries. If states have to customize their delivery systems more extensively in the future, they may use contracts that are more organic and adaptable.
Belief in promoting the spirit of long-term partnership with contractors One clear lesson gleaned from states that have had mature, successful managed care programs is that they have long time horizons with health plans. They see them as their strategic partners to craft programs jointly that will meet the needs of their beneficiaries better than an unmanaged fee-for-service model. They have few illusions that health plans can work wonders in the short term in terms of either changing patterns of delivery and use or affecting outcomes. These states also understand that, to encourage contractors to be creative, and even to fail at times, there must be a modicum of trust between both parties. They see managed care
initiatives as engaged in sustained re-education and redesign that ultimately can provide both the methods to improve care and the metrics to measure this improvement. They genuinely appear to be prepared to walk the talk of continuous quality improvement--a process that is fundamentally a collaborative one among purchasers, plans, providers, and the people they all serve.
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